REPORT OF THE AUDITOR-GENERAL TO THE MUNICIPAL COUNCIL AND 
KWAZULU-NATAL PROVINCIAL LEGISLATURE ON THE FINANCIAL 
STATEMENTS AND PERFORMANCE INFORMATION OF THE MBONAMBI 
MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2007 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the accompanying financial statements of the Mbonambi 
Municipality which comprise balance sheet as at 30 June 2007, income 
statement and cash flow statement for the year then ended, a summary of 
significant accounting policies and other explanatory notes and the accounting 
officer’s report as set out on pages 5 to 1 8. 

Responsibility of the accounting officer for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of 
these financial statements in accordance with the entity-specific basis of 
accounting, as set out in accounting policy note 1 and in the manner required by 
the Local Government: Municipal Finance Management Act, 2003 (Act No. 56 of 
2003) (MFMA). This responsibility includes: 

■ designing, implementing and maintaining internal control relevant to the 
preparation and fair presentation of financial statements that are free from 
material misstatement, whether due to fraud or error 

■ selecting and applying appropriate accounting policies 

■ making accounting estimates that are reasonable in the circumstances. 

Responsibility of the Auditor-General 

3. As required by section 188 of the Constitution of the Republic of South Africa, 
1996 read with section 4 of the Public Audit Act, 2004 (Act No. 25 of 2004) 
(PAA) and section 126(3) of the MFMA, my responsibility is to express an 
opinion on these financial statements based on my audit in accordance with the 
International Standards on Auditing. Because of the matters discussed in the 
Basis for disclaimer of audit opinion paragraphs, however I was not able to 
obtain sufficient appropriate audit evidence to provide a basis for an audit 
opinion. 

Basis of accounting 

4. The municipality’s policy is to prepare financial statements on the entity basis of 
accounting determined by the National Treasury as set out in accounting policy 
note 1 . 

Basis for disclaimer of opinion 
Grants 

The municipality did not maintain a register or appropriate control of grants to assist 
the process of monitoring grant income and expenditure. The relevant files, 
approved business plans and Memorandum of Understanding were not provided for 
audit purposes on request. An external confirmation of all grants due and received of 
R 21,235,607 in the year as disclosed per Appendix A, resulted in an unconfirmed 
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balance of R 17,393,607. Furthermore, adjustments to trust funds totalling R 849,694 
could not be provided for audit purposes. Consequently, I was unable to verify the 
completeness, accuracy and existence of grant income and the balance of the trust 
funds totalling R 6,646,143 at 30 June 2007. As a consequence of not being 
provided with the required Memorandum of Understanding, the conditions as 
applicable to payments could not be established and hence the expense allocation 
could not be confirmed. 

Creditors 

During the audit of creditors a detailed breakdown and supporting documentation 
relating to ledger entries amounting to R 525,896 were not provided for audit 
purposes. Consequently, I was unable to verify the completeness and existence of 
creditors totaling R 1,007,508 as disclosed In note 9 of the financial statements at 30 
June 2007. 

Bank and cash 

During the audit of bank and cash, journals and documents to support the difference 
of R 833,704 relating to the ABSA bank account was not provided for audit 
purposes. Therefore I was unable to verify the accuracy of bank and cash. 

The ABSA account balances as per note 19 of the annual financial statements 
disclosed a cumulative negative balance of R 768,477, whereas the bank 
confirmation reflected a positive balance of R 65,227. 

Fixed assets 

A detailed fixed asset register was not provided for audit purposes resulting in a 
limitation of scope. From a fixed asset classification summary document provided for 
audit purposes, fixed assets were not classified on the summary document to 
highlight all categories of assets and there was no breakdown of individual items. 
The amount disclosed for total fixed assets per Note 4 of the annual financial 
statements was R 18,514,442, whereas the fixed asset classification summary total 
reflected total fixed assets of R 18,796,177, therefore resulting in a difference of R 
281,735. Furthermore, the municipality did not perform an annual fixed asset 
physical verification exercise. In addition, expenses totaling R 2,160,129 that were 
capital in nature were charged to general expenses. Consequently, I was unable to 
confirm the completeness, existence and accuracy of fixed assets. 

Long-term debtor 

Supporting documents for the clearance of a long term debtor of R 157,984 as 
disclosed per the annual financial statements received on the 31®* of August 2007 
was not provided for audit purposes resulting in a limitation of scope. Consequently, 

I was unable to verify the completeness and accuracy of Long term debtor at 30 
June 2007. 

Provision for Bad debts 

Supporting documents to substantiate the bad debt provision of R81 0,691 as 
disclosed in note 7 of the financial statements were not provided for audit purposes. 
Consequently, I was unable to verify the completeness and valuation of the 
provision for bad debts at 30 June 2007. 
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Leave provision 


Supporting documents to substantiate the leave provision of R 111,800 as 
disclosed in note 8 of the financial statements were not provided for audit purposes. 
Consequently, I was unable to verify the completeness and valuation of the leave 
provision at 30 June 2007. 


Disclaimer of opinion 

5. Because of the significance of the matters described in the Basis for disclaimer of 
opinion paragraphs, I have been unable to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion on the financial statements of 
Mbonambi Municipality. Accordingly, I do not express an opinion on the financial 
statements. 

Emphasis of matter 

I draw attention to the following matter: 

6. Going concern 

The financial statements for the year ended 30 June 2007, indicates that the 
Municipality incurred a net loss of R 3,134,801 resulting in an accumulated deficit of 
R 7,130,469 at 30 June 2007. The municipality does not have cash reserves as a 
concomitant asset against statutory funds, reserves, trust funds and provisions of 
R 11,003,422 as disclosed per Appendix A of the financial statements at 30 June 
2007. These conditions, along with other matters, included in this report point to the 
existence of a material uncertainty that may cast significant doubt on the entity’s 
ability to continue as a going concern. 

OTHER MATTERS 

I draw attention to the following matters that are ancillary to my responsibilities in the 
audit of the financial statements: 

7. Non-compliance with applicable legislation 
Unauthorised expenditure 

Section 15 of the MFMA states that: 'a municipality may, except where otherwise 
provided in this Act, incur expenditure only in terms of an approved budget and within 
the limits of the amounts appropriated for the different votes in an approved budget' 
as per chapter 4 of the MFMA. Actual expenditure per Appendix D of financial 
statements exceeded the amount per the approved budget for 06/07 by R 9,699,988 
or 35%. In terms of section 32(4) of the MFMA, the Accounting Officer must inform 
the mayor, the MEG for Local Government in the Province and the Auditor-General of 
any unauthorised, irregular, fruitless and wasteful expenditure incurred by the 
municipality. 


8. Matters of governance 
Internal audit 
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A review of the Internal audit reports relative to the year under review indicates a lack 
of timeous management follow-up on the matters raised, thus impacting on the 
effectiveness of Internal audit. 


9. Material corrections to the financial statements submitted for audit 

The financial statements, approved by the accounting officer and submitted for audit 
on 31 August 2007, have been significantly revised in respect of the following 
misstatements identified during the audit: 


• Changes made to the 2006 financial statements which affected the comparative 
figures which had an impact on the opening and closing balances for the 06/07 
financials 


• On the adjustment of appendix D, the following expenditure was omitted - 
mayoral projects, bank charges and bursaries which increased expenditure by 
R 1 664 233 and increased the accumulated deficit by the same amount. 


• Assets incorrectly stated - additions and disposals to buildings and motor vehicles 
omitted which increased the assets and the funding sources: 

Additions to buildings R 4,051 ,930 

Disposal of motor vehicles (R 1 02,51 8) 


• Debtors overstated - Incorrect VAT amount and correcting debit balances which 
were adjusted in the 2006 financials. 

Vat in debtors (R 1,105,833) 

Debit balances ex grant R 2,566,267 

• Adjustment to trust funds - contribution from revenue understated. Expenditure 
adjustment affected by the 2005 and 2006 adjustments and IDP grants omitted. 

Contribution from revenue (R 280,207) 

IDP omission (R 50,000) 

Adjustments to expenses (R 3,51 1 ,735) 

• Bank overdraft over stated - omission of bank debits 


Debit balance adjustment 

• Assets financing fund: Capital receipts 

Adjustments to grants and subsidies 
additions of buildings and disposal of motor 
vehicles 

2006 adjustments 


R 597,577 


(R 3,949,412) 
(R 2,356,507) 


* Omissions of revenue from Appendix D •“ Equitable share councilors’ 
allowances, national grant, traffic fines and internal rental 

Equitable share councilor’s allowance (R 1 ,301 ,142) 

National grant (R 50, 000) 

Traffic fines (R 5,007,548) 

Internal rental (R 88,428) 
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• Omissions of expenditure and incorrect allocations - general expenses, 

contribution to fixed assets, contribution to funds, contributions to CDF and leave, 
salaries and wages. 


Salaries and wages R 274,682 

General expenses (R 345,027) 

Contribution to funds R 875,485 

Contribution to assets R 694,322 

Contribution to CDF and leave R 164,771 


10. Internal control 

Section 62(1)(c)(i) of the MFMA states that the accounting officer must ensure that 
the municipality has and maintains effective, efficient and transparent systems of 
financial and risk management and internal control. The table below depicts the root 
causes of the matters indicated, as they relate to the five components of internal 
control. In some instances, the deficiencies exist in more than one internal control 
component. 
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1 1 . Unaudited supplementary schedules 

















The supplementary information set out on pages 19 to 24 does not form part of 
the financial statements and is presented as additional information. I have not 
audited these schedules and accordingly I do not express an opinion on them. 


OTHER REPORTING RESPONSIBILITIES 
Reporting on performance information 

12. 1 was engaged to audit the performance information 

Responsibilities of the accounting officer for the performance information 

13. In terms of section 121(3)(c) of the MFMA, the annual report of a municipality 
must include the annual performance report of the municipality prepared by the 
municipality in terms of section 46 of the Local Government: Municipal Systems 
Act, 2000 (Act No. 32 of 2000) (MSA). 

Responsibility of the Auditor-General 

14. 1 conducted my engagement In accordance with section 13 of the PAA read with 
General Notice 646 of 2007, issued in Government Gazette No. 29919 of 25 
May 2007 and section 45 of the MSA. 

15. In terms of the foregoing my engagement included performing procedures of an 
audit nature to obtain sufficient appropriate evidence about the performance 
information and related systems, processes and procedures. The procedures 
selected depend on the auditor’s judgment. 

16. 1 believe that the evidence I have obtained is sufficient and appropriate to 
provide a basis for the audit findings reported below. 

Audit finding (performance information) 

Non compliance with regulatory requirements 

2006/2007 annual performance report and related documents not available for 
audit purposes 

17. During the audit, the performance report and related performance information 
was not provided for audit purposes on request. This will be included in my 2007/08 
scope of audit. 

ISSUES RAISED BY THE AUDITOR-GENERAL IN AUDIT REPORTS 

18. As a result of the late finalisation of the 2004/05 and the 2005/06 audit reports, 
matters raised and responses received in these prior year reports were not followed 
up on. These issues will be addressed in the 2007/08 financial year. 


LATE FINALISATION OF THE AUDIT REPORT 

19. In terms of section 126(3)(b) of the MFMA, the Auditor-General is required to 
submit the audit report to the accounting officer within three months of receipt of the 
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financial statements. In the interest of improving accountability and due to the 
process implemented to ensure consistency in the manner in which material audit 
findings are reported, I delayed the finalization of the audit report to the date as 
reflected on the audit report. 


APPRECIATION 

20. The assistance rendered by the staff of the Mbonambi Municipality during the 
audit is sincerely appreciated. 


Pietermaritzburg 
31 July 2008 
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